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INTERNATIONAL 
 

 Markit’s initial “flash” purchasing managers’ index (PMI) measuring US manufacturing 

conditions increased from 51.0 in October to 52.4 in November, the highest level in 5 
months and further above the key 50 level which signals expansion. Although part of 
the increase may be attributed to a catch-up in the aftermath of Hurricane Sandy, the 
data also provides grounds for optimism. Chief economist at Markit Chris Williamson 
said: “This is an encouraging sign that the slowdown in the goods-producing sector 
may have bottomed-out. Manufacturing therefore looks likely to make a positive 

contribution to economic growth in the 4th quarter after acting as a slight drag in the 
3rd quarter.” 

 US fixed-rate mortgages continue to support the recovery in the residential property 
market. Mortgage agency Freddie Mac reported in its Primary Mortgage Market Survey 
that fixed mortgage rates fell to new record lows for a 2nd straight week. The 30-year 
fixed-rate mortgage (FRM) averaged 3.31% down from 3.34% the previous week, well 
below the year-ago rate of 3.98%. The 15-year FRM decreased from 2.65% to 2.63% 

compared with 3.30% a year ago. According to vice president and chief economist at 
Freddie Mac, Frank Nothaft: “Fixed mortgage rates continued to ease somewhat this 
week to record lows and should help the ongoing housing recovery.” 

 HSBC’s initial “flash” purchasing managers’ index (PMI) measuring China’s 
manufacturing conditions increased from 49.5 in October to 50.4 in November, beating 
the 49.7 consensus forecast and above the key 50 level which signals expansion for 
the 1st time since October 2011. The output index increased sharply from 48.2 to 51.3 

as well as the new export orders index from 46.7 to 52.4 the largest monthly increase 
since April 2009. Encouragingly, the inventories index remained below 50 at 49.5 
suggesting inventories are still contracting and therefore unlikely to detract from 
future output growth. Meanwhile the prices charged sub-index fell back from 50.8 to 
49.9 suggesting a simultaneous easing in inflationary pressure. The data suggests the 
economy’s growth rate may reaccelerate after slowing down for 7 straight quarters. 

According to HSBC’s chief economist Qu Hongbin: “This confirms that the economic 
recovery continues to gain momentum towards the year-end.” China’s electricity 

output, a useful barometer of industrial activity, showed the largest month-on-month 
increase in November since January 2011.  

 The likely election of the Liberal Democratic Party (LDP) in December’s election is 
providing a catalyst for the revival of Japanese equities. Japan’s Nikkei index has 
increased around 5% in the past month while the S&P 500 index has declined by a 

similar amount. This is in spite of Japan recording rare trade deficits for 4 straight 
months and GDP contracting in the 3rd quarter. LDP leader Shinzo Abe has unveiled a 
bold economic manifesto to end the decade-long spiral of deflation and improve the 
economy’s GDP trend growth rate. The manifesto calls for “unlimited” quantitative 
easing, an increase in the inflation target to 3% from its current 1%, the possible 
introduction of negative interest rates on deposits, and a weaker yen to help reflate 
the economy. To help fulfill its objectives, the new government once in power will 

likely appoint a more accommodating governor of the Bank of Japan.  
 Markit’s initial “flash” Eurozone composite purchasing managers’ index (PMI) 

measuring combined conditions in both manufacturing and services sectors increased 
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slightly from 45.7 in October to 45.8 in November. The gain is attributed to a 
surprisingly strong recovery in the manufacturing PMI from 45.4 to 46.2 the highest 
level since March and beating even the most optimistic forecast. However, the services 
sector PMI unexpectedly declined from 46.0 to 45.7 the lowest reading since July 
2009. Germany’s composite index improved from 47.7 to 47.9 and France’s from 43.5 
to 44.6, suggesting the slight improvement for the month stems mainly from the core 

rather than peripheral Eurozone economies. Although slightly better than expected, 

the PMI readings remain well below the key 50 level demarcating expansion from 
contraction, and consistent with a -0.4% quarterly decline in 4th quarter GDP. 

 Moody’s credit rating agency stripped France of its AAA credit rating citing a 
deteriorating economic outlook and the increase in the country’s sovereign debt 
burden, forecast to peak at 91% of GDP in 2013. Although expected, with France 
having been on “negative watch” since February and following a similar downgrade by 

Standard & Poor’s in January, the downgrade raises concerns about the future 
structure of the Eurozone. The downgrade threatens to deepen the political rift 
between the Eurozone’s core economies, France and Germany and adds to the burden 
resting on Germany’s sovereign creditworthiness. The downgrade may also have a 
knock-on effect on the rating of the Eurozone Financial Stability Fund (EFSF) and 
Eurozone Stability Mechanism (ESM), raising the funding costs of their bailout funds 
and the repayment costs for distressed Eurozone nations.  

 While the spotlight remains on Greece’s bailout negotiations, there is little focus on its 
neighbor Cyprus, one of the smaller Eurozone currency members. Cyprus applied for a 
bailout in June after its biggest banks Cyprus Popular Bank and Bank of Cyprus failed 
to meet their new capital reserve requirements due to heavy exposure to Greek 
sovereign debt. Bailout negotiations with the “troika” comprising the ECB, EU and IMF 
have been ongoing since July but finally succeeded on Thursday with terms for a 17 
billion euro bailout. Although this may seem minuscule by Eurozone standards, there 

was concern bailout talks would collapse due to resistance from Cyprus to tighten its 
vigilance on tax loopholes and money laundering. While Fitch credit rating agency 
downgraded Cyprus’ sovereign credit rating this week by 2 notches from BB+ to BB- 
the positive outcome to bailout negotiations should alleviate concerns over the 
Eurozone’s survival. An exit by Cyprus might have paved the way for other countries 
to leave the currency.  

 The Confederation of British Industry (CBI) Industrial Trends Survey showed 
expectations for manufacturing output deteriorating further from +12 in October to -9 

in November, the lowest since the start of the year and well below the long-term 
average of +6. While export orders improved from -22 to -12, the total orders balance 
showed little sign of recovery remaining at -21, consistent with a quarterly decline in 
output of around -1%. The Bank of England has warned the economy could contract 
again in the 4th quarter after growing 1% in the 3rd quarter. The bleak outlook raises 

the chances of additional monetary easing in coming weeks.   
 
 
SA ECONOMY 
 

 As expected the SA Reserve Bank (SARB) kept its benchmark repo interest rate 
unchanged at 5.0%, keeping the rate steady for the 2nd successive monetary policy 

meeting following the 50 basis point rate cut in July. According to the forward rate 
agreement market the repo rate will remain fixed for the remainder of the year and 

throughout 2013. SARB governor Gill Marcus reduced SA’s economic growth forecast 
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for 2012 from a previous 2.6% to 2.5% and for 2013 from 3.4% to 2.9% citing the 
negative effects of labour unrest and policy uncertainty. However although disruptions 
in the mining and transport sectors will undermine economic growth, which might 
prompt further monetary easing, the SARB is hamstrung by rising inflationary 
pressure. It seems increasingly likely that consumer price inflation will rise above the 
SARB’s 3-6% target range due to rising global food prices and the rand’s depreciation, 

making it difficult to accommodate further rate cuts.  

 Consumer price inflation (CPI) increased slightly from a year-on-year rate of 5.5% in 
September to 5.6% in October, above the consensus forecast for a slight moderation 
to 5.4%. The month-on-month increase was 0.6% with the key culprits being food and 
petrol prices rising sharply by 2.8% and 1.8% on the month. Core CPI which excludes 
the traditionally more volatile food, petrol and energy components, remained 
unchanged at a modest 4.7% year-on-year. The core CPI reading also suggests a 

benign outlook for demand-driven inflationary pressures. However further rand 
weakness may prompt upward revisions to CPI forecasts while the adoption of a new 
CPI basket in January 2013 adds to the likelihood that CPI will breach the upper end of 
the SA Reserve Bank’s 3-6% target range. The new CPI basket will have a larger 
weighting in energy which could raise the inflation rate in the near-term. 

 The Rand Merchant Bank (RMB)/ Bureau of Economic Research (BER) business 
confidence index was less affected by industrial unrest and policy uncertainty than 

might have been expected. Contrary to expectations for a dramatic drop the index 
only declined from 47 in the 3rd quarter to 46 in the 4th quarter. While the motor 
vehicle sector suffered a heavy decline from 79 to 54, the other 4 sectors enjoyed 
slight gains with the manufacturing sector increasing from 33 to 38 and building 
contractors from 26 to 28, albeit both well below the neutral 50 level. The wholesale 
and retail sectors were the outperformers, gaining from 53 to 57 and from 46 to 54. 
More worryingly however, manufacturers overwhelmingly anticipate declining 

investment spending over the next 12 months and the percentage of manufacturers 
rating the political climate as a business constraint increased sharply from 58% to 
73%, the highest since SA’s 1st democratic elections.  

 Net foreign inflows into JSE equities have reached R4.06 billion for the month to date 
helping offset the net outflow of –R7.76 billion in October and reducing the net outflow 
for the year to date to –R8.11 billion. The SA bond market on the other hand has 

suffered a slight net outflow for the month to date measuring –R901 million although 
for the year to date the inflow remains healthy at R79.88 billion, more than double the 

R37.50 billion net inflow in 2012. However, net bond inflows have been losing 
momentum from a monthly peak of R21.31 billion in June following the announcement 
of SA’s inclusion in the Citigroup World Bond Index, reducing to R8.39 billion in 
September in the aftermath of the Marikana crisis, to R4.24 billion in October and a 
negative reading for the month so far. The change in trend may have consequences 

for the rand, possibly exacerbating the currency’s depreciation in the months ahead. 
 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 

JSE All Share  +18.32 
JSE Fini 15  +24.84 

JSE Indi 25  +36.30 
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JSE Resi 20  - 3.26 
R/USD   - 9.68 
S&P 500  +10.61 
Nikkei   +10.78 
Hang Seng  +17.95 
FTSE 100  +3.93 

DAX   +22.83 

CAC 40   +10.71 
MSCI World  +9.12 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar failed to break the key $1.22 level versus the euro returning to the 
$1.30 level. Although the dollar has since recovered to around $1.27 the longer-term 
trend remains dollar weakness.  

 The rand has fallen through successive support levels at R/$ 8.0 and R/$8.20 and 
seems set to weaken further, targeting the R/$ 9.0 level during 2013. It needs to 
return below the key R/$8.00 level to restore medium-term stability. Being the most 
liquid emerging market currency, the rand is a good barometer for global risk appetite.  

 The JP Morgan global bond yield is forming a descending “falling wedge” pattern which 
often signals a trend-reversal. A likely catalyst for the trend reversal is the renewal of 
central bank quantitative easing (QE). The 2 previous US QE programmes both 
triggered a sell-off in bonds as investors switched to so-called riskier assets.   

 The shorter dated R157 SA Gilt has broken lower from its medium-term trading range 
of between 5.5-6.0% to a new trading range of 5.25-5.75%. 

 US and global equity markets have broken below key moving averages in the past 

month suggesting further losses in the near-term. However, markets are nearing their 
downside targets around 5% below current levels. The Dow Jones is likely to rally from 
its key 12,000 support level. 

 The Nikkei exhibits the most bullish pattern from a technical viewpoint with the 
current descending “flag pattern” signaling a likely continuation of the recent upward 
move to a potential target of 15,000.  

 The Coppock Curve is a long-term momentum indicator with an excellent track record 
in identifying major market bottoms. It shows that the March 2009 low was a long-

term low unlikely to be broken. 
 The Brent crude oil price is clinging onto the key $108 support level, preserving its 

long-term bull trend.  
 Copper is regarded a reliable lead indicator for industrial commodity prices and 

barometer of global economic growth. It has broken below the key medium-term 

uptrend which could signal a strong directional change and significant additional 
downside.   

 The Economist’s world food index is testing key resistance which if broken would 
indicate a continuation of the strong long-term upward trend. The world food index 
has tripled since its base in 1999-2001 and continues to threaten rising global food 
price inflation.   

 Gold needs to regain the key $1750 before scaling the next medium-term target of 

$2000. The risk of a dramatic sell-off is rising following 11 straight years of price 
gains. 
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 The All Share index has increased to a new record high but is forming a “rising 
wedge”, a pattern often associated with a change in trend. The index needs to remain 
above its June and July lows of around 32,900 in order to keep the bull trend intact. 
Financials are likely to continue outperforming Industrials which in turn are expected 
to outperform Resources. Small cap stocks still offer good value relative to the All 
Share and likely to continue their outperformance in 2012. In 2011 the Alt-X index of 

small cap stocks increased 42.6% compared with less than a 0.4% loss for the JSE All 

Share index. 
 
 
BOTTOM LINE 
 

 Stabilisation in the housing market is key to sustainable US economic recovery. US 

housing starts increased in October by 3.6% on the month in spite of Hurricane Sandy 
to an annualized rate of 894,000 units, the highest rate since July 2008 and well 
above the consensus forecast for a decline to 840,000. Housing starts are up 40% on 
the year. Homebuilding is expected to contribute positively to GDP growth this year for 
the 1st time since 2005. Economists estimate that for every new house built, at least 3 
new jobs are created.  

 The National Association of Home Builders (NAHB) index, which tends to lead housing 

starts by around 6 months, increased from 41 in September to 46 in October well 
above the 19 level a year ago and the consensus forecast for no change. According to 
research from Deutsche Bank the current NAHB index implies housing starts could 
double to an annualized rate of 1.5 million within 6 months.   

 There is rising confidence that the US housing market has decisively turned the corner 
with a broad improvement in home prices, home equity, homebuilding starts and 
inventory clearing likely to boost GDP over the next 12 months. Around half of 

mortgage holders do not qualify to refinance their mortgages at current record low 
rates but this would change if the value of home equity continues rising. Around 3.5 
million borrowers would exit negative equity positions with a further 10% increase in 
home prices.  
 


